
Metropolitan King County Council

Maggi Fimia, District 1
Cynthia Sullivan, District 2
Louise Miller, District 3
Larry Phillips, District 4
Dwight Pelz, District 5
Rob McKenna, District 6
Pete von Reichbauer, District 7
Greg Nickels, District 8
Kent Pullen, District 9
Larry Gossett, District 10
Jane Hague, District 11
Brian Derdowski, District 12
Christopher Vance, District 13

DATE: November 15, 1999

TO: Metropolitan King County Councilmembers

VIA: Don Eklund, County Auditor

FROM: Makoto (Mac) Fletcher, Principal Financial Auditor

SUBJECT: Special Study of Airport Accounting Practices

Introduction and Background

The review of King County International Airport (the “Airport”) accounting practices was
mandated by a proviso in the 1999 Budget Ordinance (No. 13340) and subsequently
included in the 1999 Auditor’s office work program.  The budget proviso directed Airport
management to work with the county auditor to “…  review the current accounting
practices …  to ensure that they meet established standards and procedures and that they
allow for an accurate assessment of the financial transactions and conditions of the airport
fund(s) … ”  Another relevant proviso directed Airport management to “…  develop an
accurate financial history that covers the period from 1992 through 1998 and a financial
plan for the period from 1999 through 2001 … ”

The Council became concerned about Airport accounting practices because Airport staff
could not prepare consistent financial data upon request during the course of the public
hearings for the Noise Reduction work plan and in an early phase of the 1999 budget
process.  The primary concern revolved around the lack of consistent presentation of the
Airport’s fund balance.  Airport staff derived different beginning fund balances and varying
financial results of airport operations, both of which led to substantially different estimated
current fund balances each time the staff was requested to present the Airport financial
condition.  These variances consequently led the Council to question the adequacy of
Airport accounting practices to accurately record and present the result of financial
transactions.
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General Conclusion

At the time, the Airport had a key financial position vacancy which led to a lack of expertise
to derive financial data from existing accounting records in a consistent manner.  However,
the vacancy has been filled since mid-1998, and based on audit staff review, the current
accounting practices of the Airport meet established standards and procedures and are
adequate to allow for an accurate assessment of financial transactions and the condition of
the airport funds.

Auditor’s Review and Findings

Audit staff review and analyses were based on interviews and review of documents and
materials furnished by Council staff, the Airport, the State Auditor’s Office, and data
obtained from county financial records.

1. A consistent procedure to determine the fund balance was not used. However,
subsequent staffing and procedural enhancements have resolved the issue.

The varying fund balances calculated by Airport staff during the course of the
aforementioned work plan and budget processes resulted from a failure to use a
consistent methodology to determine the beginning fund balance and the financial results
of Airport operations.  Because of the vacancy in the finance manager position from March
to July 1998, other Airport staff, including finance staff, were apparently not aware of the
requirements for calculating the fund’s beginning balance and the actual and estimated
results of the fund’s operations.

According to the “Quarterly Report Instructions” for non-CX (non-Current Expense) agency
financial plans prepared by the Budget Office, beginning fund balances for enterprise
funds such as the Airport fund, are calculated on the basis of “Adjusted Working Capital.”
This requires analyses of the most recent Comprehensive Annual Financial Report
(CAFR) to determine working capital, which is current assets less current liabilities.  This
figure is then adjusted for “assets not readily available,” such as inventory of supplies and
“ongoing liabilities for which funds have been reappropriated in the current year,” such as
capital leases payable, to arrive at the adjusted working capital basis for the fund’s
beginning balance.  Similarly, the financial results of enterprise operations are derived by
analyzing available documentation, such as the “fourteenth month balance sheet” and
prior year(s) adopted revenues and expenditures.

The new Airport Finance/Budget Manager, with the assistance of Department of Finance
Accounting Services and the Budget Office, reviewed and analyzed airport accounting
records and procedures to prepare the financial plan.  This was summarized as the Airport
Financial Plan Worksheet (Exhibit 1) to verify and present the Airport’s financial history for
fund balances since 1990.  Subsequently, based on this worksheet, the “1999 Airport
Financial Plan” (Exhibit 2) was prepared.
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Audit staff reviewed the financial plan and the related worksheet.  We also reviewed some
of the underlying details of the financial data used to prepare the plan and the worksheet,
such as working capital figures from the CAFR and budget data.  Based on our review, the
1999 Financial Plan was prepared in accordance with existing Budget Office instructions
using accurate underlying data.  Moreover, the Airport has now documented the procedure
to prepare financial plan data, including the beginning fund balance and the financial
results of Airport operations so that Airport staff can consistently and accurately prepare
such requested information.

2. Current Airport accounting practices meet established standards and
procedures.

The Airport Division was one of the county agencies selected by the State Auditor’s Office
(SAO) in its routine audit of King County’s 1998 annual report.  The SAO reviewed the
Airport’s financial and administrative internal controls over key accounting procedures.
Accordingly, their review focused on such key procedures as payroll and accounts
payable/disbursements and major revenue, such as leases.

County auditor staff met with the lead SAO staff on the Airport audit and discussed the
State Auditor’s Office audit procedures and findings.  While minor procedural
enhancements were noted and referred to Airport management for corrective action, SAO
indicated that the result of its overall review disclosed no material weaknesses in the
Airports accounting procedures that may lead to material misstatement of the Airport’s
financial condition.  Additionally, county audit staff met with Airport management to review
and discuss Airport accounting practices and certain items noted in audit staff review of
the Airport’s 1998 accounting records.  The result of this review, also, did not disclose any
instances of material departure from established accounting procedures and practices.

Accordingly, it is the opinion of audit staff that current accounting procedures and practices
and those existing throughout 1998 met established standards and practices and were
adequate to allow for an accurate assessment of financial transactions and the condition of
airport fund(s).

If you have any questions, please contact Don Eklund at 296-0382 or Mac Fletcher at
296-0379.
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